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OATH OR AFFIRMATION

Robert A. O'Sullivan . swear (or affirm) that. to the best of mv knowledge and belief the accompanying

financial statement and supporting schedules pertaining to the (irm Commonwealth Associates, |.P. . as of
December 31, 2007, arc truc and correct, | further swear (or affirm} that neither the company nor any parner, proprietor, principal officer

or director has any proprietary interest in any account classified solelv as that of a customer. except as follows:

- <l

A

Signature

CEOQ/President

Notary Public

BONNIE BETH GIUSTO
Notary Pubiic - Slate of New York
No. Q1GI16137509
Qualihied i New York Count
My Comm. Expires Nov. 28, 2009

This report** contains (check all applicable boxes):
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Faeing Page.

Statement of Financial Condition.

Statement of Income (Loss).

Siatement of Cash Flows.

Statement of Changes in Stockholders™ Equity or Parters’ or Sole Proprietor’s Capital.
Statement of Changes in Liabilities Subordinated to Ctaims of Creditors.

Compuiation of Net Capital,

Compuiation for Determination of Reserve Reguirements Pursuant to Rule F3¢3-3.
Informaiion Reiating to the Possession or Control Requirements Under Rule 13¢3-3.

A Reconeiliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 13¢3-3.

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect 10 methods of
consplidation.

An Oath or Affirmation.

A copy of ithe SIPC Supplemental Repont.

A report describing anv material inadequacies found 1o exist or found to have existed sinee the date of the previous audi.
Independent Auditars' Report on internal accounting conirol required by SEC Rule §7a-3.

**fFor conditions of confidentiaof treatment of certain portions of tiis jiling, sce section 230.17a-3¢e)(3)
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Ei LLP
Elsner Alcsgc?;ntants and Advisors

750 Third Avenue
Mew York, NY 10017-2703

Tel 212.949.8700 Fax 212.891.4100

INDEPENDENT AUDlTORS' REPORT www.eisnerilp.com

To the Partners
Commonwealth Associates, L.P.

We have audited the accompanying consolidated statement of financial condition of Commonweaith
Associates, L.P. and subsidiary as of December 31, 2007, and the related consolidated statements of
operations, changes in partners' capital, and cash flows for the year then ended that you are filing
pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. These consolidated financial
statements are the responsibility of the Partnership's management. Our responsibility is to express
an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
consolidated financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements enumerated above present fairly, in all material
respects, the financial position of Commonwealth Associates, L.P. and subsidiary as of December 31,
2007, and the consolidated results of their operations and their consolidated cash flows for the year
then ended in conformity with accounting principtes generally accepted in the United States of
America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplementary information is presented for purposes of additicnal analysis
and is not a required part of the basic financial statements, but is supplementary information required
by Rule 17a-5 under the Securities Exchange Act of 1934. Such information has been subjected to
the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a whole.

4‘2% LLF

New York, New York
February 27, 20G8

Independent Member of Baker Tilly international




COMMONWEALTH ASSOCIATES, L.P.

Consolidated Statement of Financial Condition
December 31, 2007

ASSETS

Cash and cash equivalents

Securities owned, at fair value

Due from brokers and other receivables

Due from affiliates

Notes receivable from Commonwealth Management, LLC
Prepaid and other assets

LIABILITIES AND PARTNERS® CAPITAL
Liabilities:
Accrued expenses and other current liabilities
Due to affiliates

Commitments and contingencies

Partners' capital

See notes to consolidated financial statements

$ 2,214,612
2,601,526
1,164
245,708
178,343
578,839

$ 5,820,192

$ 688,212
559,449

1,247,661

4,572 531

$ 5,820,192




COMMONWEALTH ASSOCIATES, L.P.

Consolidated Statement of Operations
Year Ended December 31, 2007

Revenues:
Commissions
Investment banking, advisory and finders fees
Trading income, net
Interest and dividends
Other

Expenses:
Compensation and benefits
General and administrative
Occupancy and equipment rental
Communications

Net Profit

See notes to consolidated financial statements

$ 2,879,666
2,105,361
1,167,459

93,634
192,858

—6.438,978

3,737,538
628,214
168,408

— 108,187

4.642 347

$1,796,631




COMMONWEALTH ASSOCIATES, L.P.

Consolidated Statement of Changes in Partners' Capital
Year Ended December 31, 2007

Partners’ capital - January 1, 2007 $ 2,806,559
Capital distributions (30,659)
Net profit 1,796,631
Partners' capital - December 31, 2007 $ 4,572,531

See notes to consolidated financial statements 4



COMMONWEALTH ASSOCIATES, L.P.

Consolidated Statement of Cash Flows
Year Ended December 31, 2007

Cash flows from operating and investing activities:

Net profit $ 1,796,631
Adjustments to reconcile net profit to net cash provided by operating and investing activities:
Changes in:
Securities owned {1,598,480)
Due from brokers and other receivables 155,031
Due from affiliates {424,051)
Due to affiliates 555,781
Prepaid and other assets (556,742)
Accrued expenses and other current liabilities 468,995
Net cash provided by operating and investing activities 397,165
Cash flows used in financing activities:

Distributions {30,659}
Net increase in cash and cash equivalents 366,506
Cash and cash equivalents - January 1, 2007 1,848 106
Cash and cash equivalents - December 31, 2007 $ 2,214,612

See notes to consolidated financial statements 5




COMMONWEALTH ASSOCIATES, L.P.

Notes to Consolidated Financial Statements
December 31, 2007

NOTE A - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

K}

(2]

[3]

[4]

Organization:

Commonwealth Associates, L.P. (the "Partnership”) is a broker-dealer registered with the Securities and
Exchange Commission ("SEC") and is a member of the Financial Industry Regulatory Authority ("FINRA").
The Partnership is a New York limited partnership, whose general partner is Commonwealth Management,
LLC. These consolidated financial statements include the Partnership’s wholly-owned subsidiary, COMW
Acquisition Corp., an inactive holding company and Frontier Asset Management, LLC. Intercompany
balances and transactions have been eliminated upon consolidation.

The Partnership does not carry accounts for customers or perform custodial functions related to securities.
The Partnership's primary business is investment advisory and banking services. Accordingly, the
Partnership claims exemption from Rule 15c3-3 of the Securities and Exchange Commission under

paragraph (kK){2){ii).
Use of estimates:

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires the Partnership's management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the
date of the financial statements, and the reported amounts of revenue and expenses during the reporting
period. Actual results could differ from those estimates.

Revenue recognition:

Securities transactions and related commission revenue are recorded on a trade-date basis. Marketable
securities owned are valued at quoted market prices adjusted for trading restrictions and volume discounts.
Securities for which market quotations are not readily available {nonmarketable) are valued at their
estimated fair value as determined by the General Partner. Factors considered by the General Partner in
determining value include cost, the type of investment, subsequent purchases of the same or similar
investments, the current financial position and operating results of the investee company and such other
factors as may be deemed relevant. It is the responsibility of the General Partner to review the valuation
policies and to determine any valuation adjustments. In the absence of significant events indicating a
change in value, investments are valued at cost. Warrants to purchase common shares of public
companies are valued at the intrinsic price which is defined as the amount by which the price of the
underlying security exceeds the exercise price of the warrant ("in-the-money"). Warrants that are not in-the-
money are valued at zero.

Unrealized gains/losses and realized gains/losses on securities are reflected in trading income, net on the
statement of operations.

Investment banking income includes fees earned for financial advisory services. Financial advisory fees,
underwriting and placement fees are earned at the time the underwriting or placement is completed and are
included in Commissions in the accompanying Statement of Operations.

Statement of cash flows:

For purposes of the statement of cash flows, the Partnership considers all highly liquid debt instruments
purchased with a maturity of three months or less to be cash equivalents.



COMMONWEALTH ASSOCIATES, L.P.

Notes to Consolidated Financial Statements
December 31, 2007

NOTE A - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
[5] New accounting pronouncement:

In September 2006, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 157, "Fair Value Measurements” ("FAS 157"). FAS 157 requires use of a fair value
hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three levels:
quoted market prices in active markets for identical assets and liabilities (Level 1), inputs other than quoted
market prices that are observable for the asset or liability, either directly or indirectly (Level2), and
unobservable inputs for the asset or liability (Level 3). FAS 157 is effective for financial statements issued
for fiscal years beginning after November 15, 2007.

The Partnership intends to adopt FAS 157 in the first quarter of 2008. The Partnership expects that
adoption of FAS 157 will not have a material effect on the Partnership's financial statements.

NOTE B - NET CAPITAL REQUIREMENTS

The Partnership is subject to the Securities and Exchange Commission Uniform Net Capital Rule
("SEC Rule 15¢3-1"), which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. At December 31, 2007, the
Partnership had regulatory net capital of $824,626 which exceeds the Partnership's minimum regulatory net
capital requirement of $83,177 by $741,449. The Partnership's ratio of aggregate indebtedness to net capital was
1.51 to 1 as of December 31, 2007.

NOTE C - RELATED PARTIES

The Partnership shares office space and the services of certain personnel with affiliates. Costs for those services
and personnel are allocated to the Partnership and the affiliated entities based on estimated usage of services.
During the year ended December 31, 2007, the Partnership was charged approximately $198,920 for such shared
costs. Included in due to affiliates at December 31, 2007 is $61,719 relating to these costs.

The Partnership's Managing Partner and its limited partners have entered into agreements that will effectively
transfer their ownership interests in the Partnership to a newly formed holding company, Commonwealth
Associates Holdings, LLC ("Holdings"). It is anticipated that such transfer will become effective during 2008,
following the requisite regulatory notice period. In connection with these planned transactions, Holdings expects
to issue new equity interests. At December 31, 2007 due to affiliates includes a payable to Holdings of $497,730
primarily representing funds received on behalf of Holdings in anticipation of the planned issuance of new equity
interests.

The Partnership provides cerlain advisory and investor relations services to affiliates. In connection with those
services the Partnership received compensation for the year ended December 31, 2007 of $1,000,358. At
December 31, 2007 the Partnership was owed $245708 from affiliates relating primarily to such services.
Prepaid and other assets include placement agent fees receivable for such services in the amount of $464,142.

During 2007, the Partnership made loans to Commonwealth Management LLC, its General Partner in the amount
of $178,343. Such loans are payable on demand and bear interest at the rate of 10%. Prepaid and other assets
include interest for these in the amount of $10,934.



COMMONWEALTH ASSOCIATES, L.P.

Notes to Consolidated Financial Statements
December 31, 2007

NOTE D - COMMITMENTS AND CONTINGENCIES
[1] Litigation:

The Partnership is involved, from time to time, in proceedings with and investigations by, governmental
agencies and self-regulatory organizations. While predicting the outcome of such matters is inherently very
difficult, and the ultimate resolution, range of loss, and impact on operating results cannot be reliably
estimated, management believes, based upon its understanding of the facts and the advice of applicable
legal counsel, that it has meritorious defenses for all such actions.

[2] Leases:

Effective January 1, 2008, the Partnership entered into an operating lease for its principal office expiring on
January 31, 2013. Future minimum lease payments are $342,000 per year through 2012 and $28,500 in
2013. The Partnership is the guarantor for a letter of credit issued by a bank in favor of the landlord for its
principal office lease. The letter of credit is for $171,000 and is to remain in place for the term of the lease,
subject to reduction in amount on the second anniversary. Cash and cash equivalents includes $173,157
pledged to the bank to secure this letter of credit.

NOTE E - INCOME TAXES

As a limited partnership, the Partnership is not subject to federal and state income taxes as a separate entity. In
addition, the Partnership's subsidiaries are wholly owned limited liability companies and are disregarded for tax
purposes. Accordingly, there is no provision for federal and state income taxes presented in the accompanying
financial statements. The partners are required to report their respective shares of Partnership income or loss in
their individual income tax returns.

The Partnership may be subject to New York City Unincorporated Business Tax, however, it has available
approximately $6,130,000 of net operating loss carryforwards which may be applied against future taxable
income. The ability to utilize certain amounts of this net operating loss may be limited due to ownership changes
in prior years. These carryforwards begin to expire in December 2022,

Deferred income taxes reflect the impact of "temporary difference” between the amounts of assets and liabilities
for financial reporting purposes and such amounts as measured by tax law and regulations. The deferred tax
asset results principally from the unused net operating loss carryforwards partially offset by unrealized gains on
securities owned. Such amount has been fully reserved by the Partnership as its ultimate utilization is doubtful.
The valuation allowance decreased by $26,000 during 2007.

The total of all deferred tax assets is as follows:

Deferred tax asset $ 245,000
Valuation allowance {245,000)
Net deferred tax assets $ ]

NOTE F - PARTNERS' CAPITAL

Generally, net income or loss is allocated to the partners in proportion to their Percentage Partnership Interests,
except that the allocation of loss is limited to the extent of income previously allocated. To the extent that the
Partnership has Available Cash in any given year {defined in the Partnership Agreement as net cash receipts in
excess of net cash disbursements), 50% of such amount will be distributed to the Partners. Otherwise, the
Partners are not entitled to withdraw their capital without the approval of the General Partner, further subject to
the Partnership maintaining its required net capital pursuant to SEC Rule 15¢3-1.

In June of 2005, the Partnership granted an individual the option to acquire 12.93% of Partnership Percentage
Interest for $1,250,000 in cash. The option expired on June 7, 2007 without being exercised.

8



COMMONWEALTH ASSOCIATES, L.P.

Notes to Consolidated Financial Statements

December 31, 2007

NOTE G - OFF-BALANCE-SHEET RISK AND CONCENTRATIONS OF CREDIT RISK

As a nonclearing broker, the Partnership has its securities cleared through other broker-dealers pursuant to
clearance agreements. Substantially all of the company's securities positions are held at the clearing broker. In
addition, substantially all of the Partnership's cash is maintained in one financial institution with a balance that
exceeds the amount insured by FDIC. Recognizing the concentration of credit risk that this implies, the
Partnership utilizes a clearing broker that is highly capitalized and is a member of major securities exchanges.

NOTE H - RECONCILIATION OF ASSETS AND LIABILITIES TO FORM X-17A-5

The accompanying consolidated statement of financial condition is prepared in accordance with accounting
principles generally accepted in the United States of America and differs from the accounting prescribed by the
Securities and Exchange Commission's general instructions to Form X-17A-5 under which certain subsidiaries

may not be consolidated.

A reconciliation of amounts reported herein by the Company to amounts reported by the Company on the
unaudited Form X-17A-5 Part |l filed with the SEC is as follows:

ASSETS

Cash and cash equivalents

Securities owned, at fair value

Due from broker and other receivables

Investment in subsidiary

Receivable from affiliates

Notes receivable from Commonwealth
Management

Prepaid and other assets

LIABILITIES AND PARTNERS' CAPITAL

Accrued expenses and other current
liabilities

Due to affiliates

Commitments and contingencies

Partners' capital

Consolidated
Statement of

Partll Form Subsidiaries Reclass/ Financial
X-17A-5 Consolidated Eliminations Condition

$ 2,009,993 $ 28,750 $ 175,869 $ 2,214,612
643,416 1,958,110 2,601,526
1,164 1,164
2,410,911 (2,410,911) 0
245,708 245,708

178,343 178,343

754,708 (175,869) 578,839
$5,820.192 986.860 $ (1.986.860) $_5.820,192
$ 688,212 $ 688212
559,449 559,449
1,247,661 1,247,661
4 572,531 $ 1,986,860 $ (1,986,860) 4572531
$5820,192  $1.986.860 $.(1.986,860) §$ 5820192
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COMMONWEALTH ASSOCIATES, L.P.

Computation of Net Capital Pursuant to SEC Rule 15¢3-1
December 31, 2007

Net capital:

Partners' capital

Nonallowable assets:
Prepaid and other assets
Non-readily marketable securities
Investment in and advances to subsidiaries
Other charges

Net capital before haircuts on securities positions
Haircuts on securities positions, including undue concentration

Net capital

Computation of basic net capital requirement:
Minimum net capital requirement of 6-2/3% of aggregate indebtedness of $83,177 or $5,000

Excess net capital

Aggregate indebtedness:
Accrued expenses and octher liabilities

Ratio of aggregate indebtedness to net capital

Statement pursuant to Paragraph (d){4) of Rule 17a-5:

$ 4,572,531

754,708
524,969
2,410,911

20,000

861,943

37,317

$ 824,626

$ 83177

There are no material differences between this computation of net capital and the corresponding computation
prepared by the Company for inclusion in its amended unaudited Part || FOCUS Report as of December 31,

2007.

See notes to consclidated financial statements
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL REQUIRED BY SEC
RULE 17A-5

To the Partners
Commonwealth Associates, L.P.
New York, New York

In planning and performing our audit of the consolidated financial statements and supplemental
schedule of Commonwealth Associates, L.P. (the "Partnership”) as of and for the year ended
December 31, 2007, in accordance with auditing standards generally accepted in the United States of
America, we considered the Partnership's internal control over financial reporting as a basis for
designing our auditing procedures for the purpose of expressing our opinion on the consolidated
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Partnership’s internal control. Accordingly, we do not express an opinion on the effectiveness of the
Partnership's internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have
made a study of the practices and procedures followed by the Partnership, including consideration of
control activities for safequarding securities. This study included tests of such practices and
procedures that we considered relevant to the objectives stated in rule 17a-5{g) in making the
periodic computations of aggregate indebtedness and net capital under rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of rule 15¢3-3. Because the Partnership does
not carry securities accounts for customers or perform custodial functions relating to customer
securities, we did not review the practices and procedures followed by the Partnership in any of the
following:

1. Making quarterly securities examinations, counts, verifications, and comparisons and
recordation of differences required by Rule 17a-13;

2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Partnership is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected benefits
and related costs of controls and of the practices and procedures referred to in the preceding
paragraph and to assess whether those practices and procedures can be expected to achieve the
SEC's above-mentioned objectives. Two of the objectives of internal control and the practices and
procedures are to provide management with reasonable, but not absolute, assurance that assets for
which the Partnership has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management's authorization and
recorded properly to permit the preparation of financial statements in conformity with generally
accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

Because of inherent limitations in internal control and the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or
that the effectiveness of their design and operation may deteriorate.

1




Eisner

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, fo prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity's ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the entity's financial statements that is
more than inconsequential will not be prevented or detected by the entity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity's internal control.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for
safeguarding securities that we consider to be material weaknesses as defined above. However, we
identified the following deficiencies in intemal control that we consider to be a material weakness, as
defined above. These conditions were considered in determining the nature, timing, and extent of the
procedures performed in our audit of the Company as of and for the year ended December 31, 2007,
and this does not affect our report thereon dated February 27, 2008.

At December 31, 2007, our audit uncovered certain financial statement misstaterents that directly
affected the net capital reported by the Company in its unaudited FOCUS filing for the period ending
December 31, 2007. Specifically, the Company did not properly classify assets and liabilities in its
statement of Financial Condition which resuited in an understatement of non-allowable assets, it did
not properly classify restricted cash balances as non-allowable assets and did not properly compute
haircuts on its security positions in accordance with SEC Rule 15¢ 3-1. These misstatements along
with other audit adjustments, resulted in a net decrease of approximately 38% in the Company's
reported net capital, which was reflected in its amended unaudited FOCUS filing for the period ended
December 31, 2007. In the opinion of management, these misstatements resulted from the
Company's significant growth and the need for accounting staff with broker-dealer industry
experience to oversee the financial reporting process that this growth brought to light. The Company
has been in an ongoing search for such a candidate and we have been informed by the Company
that they have extended an offer to a Chief Financial Officer candidate with brokerage and financial
reporiing expertise.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and that practices and procedures
that do not accomplish such objectives in alt material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Partnership's practices
and procedures, as described in the second paragraph of this report, were adequate at December 31,
2007, to meet the SEC's objectives.

This report is intended solely for the information and use of the partners, management, the SEC, the
Financial Industry Regulatory Authority, and other regulatory agencies that rely on rule 17a-5(g)

under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers and is
not intended to be and should not be used by anyone other than these specified parties.

Esnes LLP |

New York, New York v, y
February 27, 2008 E
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